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TO: Members of the Iowa Senate and

Members of the Iowa House of Representatives
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Shawn Snyder
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D e e 1 Twelve-month Total Net Tax Receipts Through July 31, 2007
denn/;;rxéff}%f;/fgfzaie.,-a.us The attached spreadsheet presents net State tax receipts for the

12-month period ending July 2007 with comparisons to the previous

12 months. July 2007 to July 2006 one-month comparisons are also
presented. The source of the information is the State accounting
system, including non-General Fund accounts. All accounting
transactions related to taxes remitted to the State were collected, along

Divisions with the refunds issued against those taxes.
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Month of July Comparison

July net tax receipts totaled $439.1 million, an increase of $53.6 million
(13.9%) compared to July 2006. June 30, 2007, fell on a weekend, so
July tax receipts received a significant boost from those deposits
processed in July instead of June. Major taxes contributing to the
month’s change include:

e Individual Income Tax (positive $16.1 million, 9.6%) — Gross
receipts were up $18.9 million while Income Tax refunds were $2.8
million higher for the month. Gross receipt growth was driven by
Individual Income Tax estimate payments.

e Corporate Income Tax (positive $14.6 million, 80.7%) — Gross
receipts increased $16.6 million and refunds increased $2.0 million.
Corporate Income Tax growth in July was significantly impacted by
lowA GENERAL ASSEMBLY WEB SITE . .
wwwlegis. state.ia.us June 30 deposits recorded in July.
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e Sales/Use Tax (positive $8.7 million, 7.3%) — General Fund Sales/Use Tax receipts increased 6.9%
and Use Tax deposited to the Road Use Fund increased 4.1%. All of the General Fund increase was
shown in the Use Tax portion of receipts. General Fund refunds also decreased for the month.

e Fuel Tax (positive $1.4 million, 3.4%) — Gross Fuel Tax revenue increased $0.6 million while refunds
processed in the month decreased $0.8 million.
e Cigarette & Tobacco Taxes (positive $12.2 million, 160.5%) — The Cigarette Tax was increased from

$0.36 per pack to $1.36 per pack on March 16, 2007. The rate for other tobacco products also
increased.

Year-over-Year Comparison — Net Tax Revenue

During the 12-month period ending July 2007, net revenue from all taxes deposited to State funds
totaled $6.260 billion, an increase of $410.3 million (7.0%) compared to the prior 12 months. Major
contributors to the change and the year-over-year dollar and percentage change include:

e Individual Income Tax (positive $263.3 million, 11.0%) — Growth has generally been strong,
highlighted by a big jump in early December, and strong increases in May and June when tax
returns were processed. The latest 12 months were boosted by changes to the State’s income tax
withholding tables that started April 2005 and ended April 2007.

e Corporate Tax (positive $62.7 million, 23.0%) — Corporate Tax has shown strong growth since 2003.
The rate of growth has tapered off over the last three months.

e Sales/Use Tax (positive $28.3 million, 1.3%) — The rate of Sales/Use Tax growth has been falling
steadily over the past 12 months, although July was a strong month for both General Fund and Road
Use Tax Fund receipts. Higher gas prices and declining home equity withdrawals are likely
contributing to the lagging receipts of both the General Fund and the Road Use Tax Fund (vehicle
sales), while the General Fund is also impacted by slowing home construction.

e Motor Fuel Tax (positive $4.6 million, 1.0%) — Net Motor Fuel tax revenue has been flat to slightly
positive over the past two years, likely the result of higher fuel prices reducing the growth in fuel
demand.

e Gambling Tax (positive $23.9 million, 9.4%) — New casino boats have started operations and
existing track casinos have introduced table games during the last 12 months.

e Cigarette and Tobacco Tax (positive $47.6 million, 48.4%) — The tax rates for cigarettes and other
tobacco products were increased March 16, 2007.

e Insurance Premium Tax (negative $17.0 million, -14.0%) — The Insurance Premium Tax rate is being
reduced over multiple years. The use of tax credits may also be impacting this revenue source.

Tax Spotlight — Motor Vehicle Fuel Tax

Motor vehicle fuel is taxed under the authority of Chapter 452A, Code of Iowa. The tax is imposed on
each gallon of fuel sold in Iowa for use in motor vehicles or aircraft. Tax rates for July 1, 2007, through
June 30, 2008, are:

e  Gasoline — $0.207 per gallon

e Ethanol Blended Gasoline - $0.19 per gallon

e E-85-$0.19 per gallon

e Aviation Gasoline - $0.08 per gallon

e Diesel Fuel - $0.225 per gallon

e Liquefied Petroleum Gas (LPG) - $0.20 per gallon
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e Aviation Jet Fuel - $0.03 per gallon
e Compressed Natural Gas - $0.16 per 100 cubic feet

Tax rates for gasoline and ethanol-blended gasoline (including E-85) are adjusted each fiscal year by the
Department of Revenue and are based on the previous calendar year’s ethanol-blended gasoline sales.
Sellers of motor vehicle fuel must be licensed by the Department of Revenue.

The Iowa Motor Vehicle Fuel Tax was imposed in 1925 in SF 312 (Gasoline License Fee Act) at a rate of
$0.02 per gallon. The tax rates for gasoline and diesel fuel have increased periodically since enactment.
In 1989, the tax rate on diesel fuel was increased to its present rate of $0.225 per gallon and the tax
rate on gasoline was increased to $0.20 per gallon. During the 2001 Legislative Session, HF 716
(Ethanol-Blended Gasoline and Related Taxes Act) established a Motor Vehicle Fuel Tax schedule. The
Department of Revenue establishes the per-gallon tax rate on gasoline and ethanol-blended gasoline
based on the tax schedule. The market share of ethanol-blended gasoline during a calendar year
determines the tax rate on gasoline and ethanol-blended gasoline for the following fiscal year. The tax
rate per gallon could range from $0.19 to $0.20 on ethanol-blended gasoline and $0.20 to $0.21 on
gasoline. The use of the tax schedule was to end after FY 2007; however the 2007 General Assembly
extended the use of the tax schedule through FY 2012 in SF 601 (Standing Appropriations Act). Starting
in FY 2013, the tax rate on gasoline and ethanol-blended gasoline will be $0.20 per gallon.

Motor Vehicle Fuel Tax returns are filed by the licensee and are due by the last day of the month
following the month when the fuel was withdrawn from its terminal. Aviation Fuel Tax receipts are
deposited in the State Aviation Fund (Chapter 452A.82, Code of Iowa). Starting in FY 2008, tax receipts
from the sale of gasoline used in watercraft are deposited in the Marine Tax Fuel Fund (Chapter
452A.84, Code of Iowa). The remainder of the Motor Vehicle Fuel Tax revenue is credited to the Road
Use Tax Fund.

Tax Revenue and Employment

The average reading for Iowa non-farm employment over the 12 months ending June 2007 is
1,512,000, and net State tax receipts over the same 12 months totaled $6.206 billion, or $4,108 per
non-farm job. This is $318 (8.4%) higher than the per-job average for June 2005. Over that same time
period, inflation (CPI-U) increased 7.1%. Therefore, tax revenue per job has exceeded the rate of
inflation since June 2005 by roughly 0.7% per year. The following chart provides an historical
perspective of tax collections per non-farm job and inflation-adjusted collections per job.
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Net State Tax Revenue - Twelve Months Ending July 2006
Net Revenue = $5.849 Billion
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Net State Tax Revenue - Twelve Months Ending July 2007
Net Revenue = $6.260 Billion
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Net Tax Revenue Deposited to State Funds - Cash Basis

Dollars in millions - Columns and Rows may not add due to rounding

Total Total Most
Previous Recent 12
12 Month Month 12 Month 12 Month Month of Month of July $ July %
Net Tax by Tax Type Period Period $ Change % Change July 2006 July 2007 Change Change
Banking $ 329 § 324 § -0.5 -1.5% $ 22§ 26 $ 0.4 18.2%
Beer & Liquor 19.9 20.2 0.3 1.5% 1.9 1.9 0.0 0.0%
Cigarette & Tobacco 98.3 145.9 47.6 48.4% 7.6 19.8 12.2 160.5%
Corporate Income 2721 334.8 62.7 23.0% 18.1 32.7 14.6 80.7%
Fuel 444.5 4491 4.6 1.0% 40.7 421 1.4 3.4%
Gambling 255.4 279.3 23.9 9.4% 16.5 17.9 1.4 8.5%
Individual Income 2,403.5 2,666.8 263.3 11.0% 167.2 183.3 16.1 9.6%
Inheritance 71.8 75.0 3.2 4.5% 5.8 6.9 1.1 19.0%
Insurance 121.8 104.8 -17.0 -14.0% 15 1.0 -0.5 -33.3%
Other Taxes 7.8 2.3 -5.5 -70.5% 3.7 1.5 -22 -59.5%
Real Estate Transfer 18.9 18.3 -0.6 -3.2% 1.6 2.0 0.4 25.0%
Sales/Use 2,102.5 2,130.8 28.3 1.3% 118.7 127.4 8.7 7.3%
Total Net Taxes $5,849.4 $ 6,259.6 $410.3 7.0% $385.5 $ 439.1 $53.6 13.9%
Gross Tax & Refunds
Gross Tax $ 64952 $ 6,927.2 $ 432.0 6.7% $ 4060 $ 4625 $ 56.5 13.9%
Tax Refunds $ -6459 § -667.7 $ -21.8 3.4% $ -205 § -233 §$ -28 13.7%
Net Tax Receipts by Fund
State General Fund (GF) $ 49211 $ 53019 $ 380.8 7.7% $ 3121 § 3634 $ 51.3 16.4%
Road Use Tax Fund $ 6930 $ 6995 § 6.5 0.9% $ 644 $ 670 $ 2.6 4.0%
Non-GF Gambling $ 1958 § 2201 $ 24.3 12.4% $ 49 $ 60 $ 1.1 22.4%
Other State Funds $ 394 § 380 § -14 -3.6% $ 41 $ 28 % -1.3 -31.7%
Local Option Taxes * $ 5045 $ 661.8 $ 67.3 11.3% $ 458 $ 501 $ 4.3 9.4%
* Sales, income, and hotel/motel. Distributed to local governments - not included in numbers above.
Numbers are rounded to the nearest $0.1 million. Percentages are calculated after rounding.
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Tax Categories Used in Table

Franchise (bank) Tax: Taxes on banks are deposited to the State General Fund. State Credit Union Tax is
included on this line also.

Beer & Liquor Tax: Taxes on beer, liquor, and wine are deposited to the State General Fund, the Liquor Control
Fund, and a small amount is deposited to a Department of Economic Development fund for wine promotion.

Cigarette & Tobacco Tax: Cigarette and the tobacco products tax revenue is deposited to the State General
Fund.

Corporate Income Tax: All Corporate Tax is deposited to the State General Fund.

Motor fuel Tax: All Motor Fuel Tax is deposited to one of two road use funds, with the exception of tax revenue
from the sale of aviation and marine fuels.

Gambling Tax: The first $60.0 million of Gambling Tax revenue each fiscal year is deposited to the State General
Fund. Other funds receiving deposits of Gambling Tax revenue include the School Infrastructure Fund, the Rebuild
Iowa Infrastructure Fund, The Gambler’s Assistance Fund, the County Endowment Fund, the Endowment for Iowa’s
Health Account, and the Vision Iowa Fund.

Individual Income Tax: Most Individual Income Tax revenue is deposited to the State General Fund. Other
destinations include the Workforce Development Fund ($4.0 million) and Child Daycare Fund ($2.6 million). In
addition, several economic development programs are financed by individual income tax withholding. In those
instances, the employer does not remit the tax withheld from employees and it is never deposited to a State fund.
That revenue is not included here.

Inheritance Tax: All Inheritance Tax is deposited to the State General Fund.
Insurance Premium Tax: All Insurance Premium Tax is deposited to the State General Fund.

Other Taxes: Other taxes include Brucellosis Eradication Property Tax (deposited to a Department of Agriculture
and Land Stewardship’s fund), Drug Stamp Tax (State General Fund), Utility Replacement Property Tax (State
General Fund), and Car Rental Tax (Road Use Tax Fund). Other taxes also include a suspense account used to hold
tax deposits prior to determining the correct tax type for the money and tax revenue transferred by the Department
of Revenue to a separate account to fund tax collection activities (tax gap).

Real Estate Transfer Tax: Real Estate Transfer Tax is collected by counties. Counties retain 17.25% and remit
the remainder to the State. The State deposits 95.0% of its share to the State General Fund and 5.0% to the Shelter
Assistance Fund.

Sales/Use tax: General Sales/Use tax is deposited to the State General Fund, while most vehicle Use Tax is
deposited to the Road Use Tax Fund. An annual amount of $17.0 million of vehicle Use Tax is deposited to the
Underground Storage Tank Program.

Local Option Taxes: Local option taxes are presented at the bottom of the table and are not included in the
numbers above. Local option taxes include School Infrastructure Local Option Sales Tax (SILO), Local Option Sales
Tax (LOST) for local government finance, Local Option Income Surcharge for schools, and Hotel/Motel Tax.

Report Database

The database for this report is the State accounting system. If transactions are incorrectly coded in the system as
tax revenue or tax refunds, the numbers presented here will be impacted.
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